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Free Trade and Protectionism 


The Case for Free Trade 

Congressman Ron Paul 

I n 1981, the Federal Register published a declaration from 
President Reagan: “I determine that it is in the national in¬ 
terest for the Export-Import Bank of the United States to ex¬ 
tend a credit in the amount of $120.7 million to the Socialist 
Republic of Romania (for) the purchase of two nuclear steam 
turbine generators.” 

This loan carried an interest rate of 744% for ten years, 
but the first payment wasn’t due until July, 1989. 

Not too long before this announcement, the administra¬ 
tion had made public its “voluntary” restraints on the num¬ 
ber of cars Japan can export to the United States. 

These two items—subsidization of trade and its restric¬ 
tion—are all too typical of our present trade policy. 
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Although we think of ourselves as a free-trading nation, it 
takes more than 700 pages just to list all the tariffs on imported 
goods, and another 400 to inventory all the non-tariff re¬ 
straints, such as quotas and “orderly marketing agreements.” 

A tariff is a tax levied on a foreign good, to help a special 
interest at the expense of American consumers. 

A trade restraint or marketing agreement—on the num¬ 
ber of inexpensive Taiwanese sneakers than Americans can 
buy, for example—achieves the same goal, at the same cost, in 
a less forthright manner. 

And all the trends are towards more subsidies for U.S. ex¬ 
porters, and more prohibitions and taxes on imports. 

Trade is to be subsidized or restrained, not left to the vol¬ 
untary actions of consumers and producers. 

In 1930, Congress passed the Smoot-Hawley tariff bill, im¬ 
posing heavy tariffs on imports, with the avowed motive of 
“protecting” U.S. companies and jobs. Within one year, our 
25 major trading partners had retaliated with their own 
tariffs on American goods. World trade declined sharply, and 
the depression was made world-wide and longer-lasting. 

Today the policy of protectionism is again gaining favor in 
Congress, and in other countries. But it must be fought with 
all our strength. 

Not only does protectionism make everyone poorer— 
except certain special interests—but it also increases interna¬ 
tional tensions, and can lead to war. 

“If a foreign country can supply us with a commodity 
cheaper than we ourselves can make it,” wrote Adam Smith 
in 1776, “better buy it of them with some part of the produce 
of our own industry employed in a way in which we have 
some advantage. The general industry of the country will not 
therefore be diminished . . . but only left to find out the way 
in which it can be employed to the greater advantage.” 

An important economic principle is called the division of 
labor. It states that economic efficiency, and therefore 
growth, is enhanced by everyone doing what he does best. 
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If I had to grow my own food, make my own clothes, 
build my own house, and teach my own children, our 
family’s living standard would plummet to a subsistence, or 
below-subsistence, level. 

But if I practice medicine, and allow others with more 
talent as farmers, builders or tailors to do what they do best, 
we are all better off. Precious capital and labor are directed to 
the areas of most productivity, and through voluntary trad¬ 
ing, we all benefit. 

This principle works just as effectively on a national and 
world-wide scale, as Adam Smith pointed out. 

It may be that Japan can make cars more efficiently than 
Detroit, at least certain kinds of cars, and that the capital 
and labor in parts of the U.S. auto industry could be better 
employed in other areas. With quotas, however, we will never 
find out. We will only increase the price of those Japanese 
cars that do get through, and of U.S. cars as well, since com¬ 
petitive pressures will be taken off General Motors and Ford. 

Free trade at all levels makes for more prosperity, as the 
Founding Fathers knew. That’s why they gave Congress 
power to remove barriers to interstate commerce. 

During the period of the Confederation—after our inde¬ 
pendence but before the adoption of the Constitution—some 
of the states erected tariff barriers against imports from their 
neighbors. The resulting economic stagnation and antagon¬ 
ism threatened the unity of our country, and led to the adop¬ 
tion of the interstate commerce clause by the Constitutional 
convention. The removal of all trade barriers—and not med¬ 
dling in the economy—was the purpose of the clause. 

As a result, we, as Americans, are free to trade with all 
other Americans, so that resources are put to their most effi¬ 
cient use in our giant domestic market. This happy conse¬ 
quence is no small contributor to our wealth. 

Without this constitutional prohibition, state legislatures 
would listen to lobbyists for special interests, and enact pro¬ 
tection against “unfair” out-of-state competition. 
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Knowing how similar situations come about, we could bet 
that someone in Minnesota, with idle greenhouses, would 
lobby the state legislature, pointing out that farmers in Florida, 
California, and Texas have too easy a time growing oranges. 
To protect Minnesota farmers, and create jobs, they would 
call for a heavy tax on out-of-state citrus, so greenhouse 
growing of oranges would become economic in Minneapolis. 

As a result, oranges would drastically increase in price, 
and the quality would be lower. Minnesotans who like 
orange juice would be able to afford less, and what they 
could get would not be as good. But some would reap wind¬ 
fall profits, at the expense of the consumer. And pressure in 
orange-growing states would grow it retaliate against Min¬ 
nesota products, to the detriment of everyone in the country. 
And we could bet that interstate antagonisms would increase 
as well. International trade barriers work no differently. 

But because our Constitution forbids such domestic bar¬ 
riers, a company in Laredo, Texas, can trade freely, easily, 
and profitably with a firm in Oregon, thousands of miles 
away. (It’s important to remember that both parties to a non- 
coerced, non-fraudulent trade benefit from the exchange, or 
hope to benefit, or the exchange would not take place.) 

But let that Laredo firm seek to trade with a Mexican 
company only a mile away, and tremendous impediments 
spring up, thanks to government regulations on both sides. 
“The motive of all these regulations,” wrote Adam Smith, “is 
to extend our own manufactures, not by their own im¬ 
provements, but by putting an end, as much as possible, to 
the troublesome competition of such disagreeable rivals. 

No one worries about the balance of trade between 
Oregon and Texas. That between Mexico and Texas should 
be of no consequence either. It is a problem only to govern¬ 
ment planners. 

Dr. Murray Rothbard, who lives in New York City, has 
said that he’s delighted the federal government doesn’t keep 
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interborough trade statistics. “We’d have the Bronx and 
Brooklyn worried about balance of trade!” 

“Nations,” notes Dr. Rothbard, “may be important politi¬ 
cally and culturally, but economically they appear only as a 
consequence of government intervention.” 

But doesn’t protection save U.S. jobs? Yes, it can save the 
jobs of some, but it costs jobs overall, and harms consumers. 

Limiting Japanese car imports, for example, does protect 
the jobs of high-seniority members of the United Auto Work¬ 
ers, who earn twice the average U.S. industrial wage. But it 
takes away any incentive to correct government-caused pro¬ 
ductivity problems. 

Diverting resources into uneconomic uses takes them 
away from other, more productive areas and costs jobs. Some 
jobs are lost; others are never created. The uneconomic ef¬ 
fects of protectionism benefit a few—usually well-to-do—at 
the expense of the great majority, including the poor. 

Protectionism cannot be justified on economic or moral 
grounds. As Frederic Bastiat wrote, tariffs are “legalized 
plunder.” The law is used to steal. 

By what right does the U.S. government tell an American 
citizen he cannot buy a foreign product? Such action is repre¬ 
hensible on every ground imaginable, and is totally incom¬ 
patible with individual freedom. Also inexcusable on any 
ground is the vast network of U.S. trade subsidies. 

The taxpayers subsidize companies through the Export- 
Import Bank, the Department of Commerce, and the Over¬ 
seas Private Investment Corporation, to name only three. 

Such programs contribute to inflation, high taxes, 
“crowding out” in the capital markets, higher prices, and 
misallocation of resources. 

Exports are only useful economically when they are 
profitable. Otherwise they represent a net loss. 

But don’t we need our own subsidies because other coun¬ 
tries have theirs? If the government of France wishes to help 
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impoverish their own citizens to send us cheap products, why 
should we impoverish ours as well? We can, and should, op¬ 
pose those policies for France as well as the United States, 
but we have no right to take away buying opportunities from 
our own consumers. 

Notes the Council for a Competitive Economy: we should 
consider what would happen if a foreign country decided to 
give us free cars, TVs, steel, and other products. Would this 
hurt the American people? To ask the question is to answer it. 

Every economic intervention in trade, domestic or for¬ 
eign, should be abolished, for practical and moral reasons. 

Even if other countries maintain tariffs or subsidies, we 
would be helped, not hurt, by unilaterally ending ours. 

We would improve our productivity, shift resources to 
those areas where we have an advantage, grow more prosper¬ 
ous, and make a greater variety of less-expensive goods avail¬ 
able to our people. 

And we would serve the cause of peace and set a good ex¬ 
ample for the world to emulate. 

“When people and goods cross borders,” Ludwig von 
Mises used to quote, “armies do not.” Free and extensive 
trade, unsubsidized, between the peoples of the Earth lowers 
tensions and makes us all better off. It is, morally and eco¬ 
nomically, the only proper policy. 


Turgot and Iacocca 

Llewellyn H. Rockwell, Jr. 

A fter we won our War of Independence—fought partly 
over English trade restrictions—the 13 former colonies 
adopted the Articles of Confederation. Despite later criti¬ 
cism, this pact had much to recommend it, but it did have 



